Q.
Are you the same Peter C. Eelkema that provided direct testimony in this proceeding?

A.
Yes, I am.
Q.
What is the purpose of your second supplemental direct testimony?
A.
The purpose of this second supplemental direct testimony is to present the Company’s retail sales and load forecast for the twelve-month period ending December 31, 2009. This forecast was prepared in October 2008, replacing the October 2007 forecast that was used in my direct testimony. The October 2008 forecast reflects the new forecasting methodology that the Company has been developing through its integrated resource planning process to produce a more transparent forecast. In this testimony, I describe the new forecasting methodology as well as the updated assumptions going into the forecast. I also describe the recessionary impact that the Company imputed on top of the model-based forecast to reflect sales reductions in sales and peak anticipated due to the current economic turndown.  
Q.
Please explain how retail sales and load forecasts are used in this filing.
A.
The retail sales and load forecast are used for following purposes: 

i. Development of net power costs for the forecast period. 

ii. Development of present revenues for the forecast period.

iii. Development of total company revenue requirement for the forecast period. 

iv. Development of jurisdictional allocation factors for the forecast test period.        

Summary of the Results

Q.
In your prior testimony, you focused on sales growth in Utah. With the revised forecast, are sales still growing?

A.
While sales are still projected to grow over the next several years, 2009 Utah sales are expected to decrease.  This decrease is mainly driven by a reduction in industrial sales, which has not happened since 2002.  In 2009, sales to the residential customer class are still projected to increase; however, at a slower rate than the projections in the October 2007 forecast. According to statistics from the Governor’s Office of Planning and Budget, Utah 2009 net migration is expected to slow by 40 percent from the 2008 forecasted level and 77 percent from the 2007 forecasted level.  Also from the Governor’s Office of Planning and Budget, 2009 population growth is expected to slow to 2.1 percent from a projected 2008 growth rate of 2.5 percent.
Q.
Please summarize the results of the sales forecast used in this filing.

A.
Test period sales are forecasted to decrease by 152,781 megawatt hours or 0.7 percent from the weather normalized sales for 12 months ending June 2008.  As Shown in Table 1, PacifiCorp’s Utah retail sales for all classes for the 12 months ending December 31, 2009 is forecasted to be 22,157,881 megawatt hours. 
Table 1

PacifiCorp Utah Energy Forecast (in MWHs) by Customer Class
[image: image1.emf]Weather Adjusted Forecasted

12 Months ending 12 Months ending

June 30, 2008 Dec 31, 2009

Residential 6,319,641 6,409,626

Commercial 7,365,423 7,966,931

Industrial 7,904,883 7,076,444

Irrigation 197,838 185,630

Street & Highway Light 75,179 88,420

Public Authority 447,698 430,830

  Total 22,310,662 22,157,881


Table 2 provides a comparison of the forecast in this case against the forecast that was filed in the direct case.  The forecast in this case is 738,291 megawatt hours or 3.2 percent less than sales ending June 30, 2009, forecast used in the Company’s direct filing.
Table 2

PacifiCorp Utah Energy Forecast (in MWHs) by Customer Class
Comparison of Forecasts
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12 Months ending 12 Months ending

June 30, 2009 Dec 31, 2009

Residential 6,628,193 6,409,626

Commercial 7,455,280 7,966,931

Industrial 8,110,971 7,076,444

Irrigation 175,815 185,630

Street & Highway Light 85,645 88,420

Public Authority 440,268 430,830

  Total 22,896,172 22,157,881


Q.
Have you updated the sales forecast for other states? 

A.
Yes. Table 3 provides the new forecast for the 12 months ending December 2009.
Table 3

PacifiCorp Energy Forecast (in MWHs) by State
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12 Months ending 

December 31, 2009

Rocky Mountain Power 35,871,451

   Utah 22,157,881

   Wyoming 10,310,500

   Idaho 3,403,070

Pacific Power 19,001,410

   Oregon 14,067,458

    Washington 4,055,151

    California 878,800


Q.
Please outline the major changes in this forecast from the forecast that was filed in the direct case. 

A.
There are two major changes: First, there is a change in the test period.  Second, there are changes in forecasting methodology.  One of the changes in forecasting methodology is the adjustment to the forecast for the economic downturn that emerged after the Company filed its direct case.  The Company reflected this downturn with an adjustment to the model results.  This adjustment is discussed later in the testimony.
Q.
Why was it necessary to make a change in forecast assumptions and methodology? 

A.
The Company took a comprehensive look at the forecasting assumptions and methodology and concluded that the forecast could be improved through updates in assumptions and methodology.   The Company’s goal is to produce the most accurate and transparent sales and peak forecast possible. 
Summary of Changes in Forecast Assumptions and Methodology
Q.
Please summarize major changes in forecast assumptions. 
A.
There are six major changes in forecast assumptions when compared to the forecast in my direct testimony: 

i. Analyses were performed and adjustments made for the impact of current economic conditions.

ii. Load research data was used to model the impact of weather on monthly retail sales and peaks by state by class. 
iii. The time period used to define normal weather was updated from the NOAA’s 30 year period of 1971-2000 to 20 year time period of 1988-2007.

iv. System line losses were updated.  
v. Monthly peaks were forecasted for each state using a peak model and estimated with historical data from 1997-2007. 

vi. The historical data period used to develop the monthly retail sales forecasts was updated to cover 1997-2007.

Q. Please describe how the impact of the current economic conditions is reflected in the Company’s sales forecasts for Utah.

A. The Company reflected the impact of the economic slowdown in two steps:  First, the Company developed a sales forecast without reflecting any slowdown.  Second, the Company adjusted the model-driven results to reflect the economic slowdown.  The Utah forecast was reduced in two increments.  Initially, the sales forecast was reduced to reflect a change in the outreach programs directed towards residential and commercial customers.  The Company reduced its sales forecast in the expectation of an increase in energy efficiency through greater awareness.  Also, the Company reduced its sales forecast to reflect the Company’s slower economic development efforts directed towards recruiting industrial customers. 


Next, the Utah forecast was adjusted downward by the percentages listed in Table 4 to recognize the projected impact on each class of service of the economic conditions impacting that class. 
Table 4
Utah Forecast Adjustment

Annual 2009
[image: image4.emf]Percentage Change

Residential -0.9%

Commercial  -3.2%

Industrial -12.7%

Irrigation 0.0%

Street and Highway Light 0.0%

Public Authority 0.0%

   Total -5.7%


The adjustments were made based upon the following: 
Residential:  A reduction of 0.9 percent was made in residential sales for 2009.  Based on the 2000 and 2001 recession, residential sales were not significantly impacted and it is anticipated that only a minor amount of residential sales reduction will occur due to the current slowdown.

Commercial: A 3.2 percent reduction in commercial sales was taken in 2009.  In developing this reduction, consideration was also given to statistics from the Governor’s Office of Planning & Budget projects which shows unemployment percentage increasing from 3.7 percent to 5.5 percent in 2009.
Industrial: The updated load forecast shows that loads will drop 12.7 percent in 2009 (compared to the Company’s projections which did not reflect the slowdown).  In developing this reduction, the Company noted that industrial sales decreased 7.7 percent and 5.9 percent in 2001 and 2002, respectively.  
Q.
Why is it necessary to make an adjustment to the model to account for the economic downturn?

A.
The model incorporates economic drivers; however, these drivers are not sufficient to reflect the results of the downturn.  Because the model is estimated over a period of relative prosperity, it is necessary to make an explicit adjustment for the downturn.
Q.
Why have you used load research data to model the impact of weather?

A.
The Company collects hourly load data from a sample of customers for each class in each state.  These data are primarily used for rate design but they also provide an opportunity to better understand usage patterns particularly as they relate to changes in temperature. The greater frequency and more data points associated with this hourly data make it better suited to capture load changes driven by changes in temperature than the monthly data used in the Company’s prior forecasts.
Q.
Why has the Company updated the time period used to establish normal temperatures?

A.
The Company identified a trend of increasing summer and winter temperatures in Salt Lake City, Utah and Portland, Oregon that was not being captured in the older data. This trend is shown in Exhibit RMP___(PCE-1SS).


In addition, the Company has retained the services of ITRON to assist the Company in improving its sales and load forecasting methods, capabilities, and accuracy.  ITRON surveys have identified that many other utilities are also using more recent data for determining normal temperatures. Based on this review and on the recommendation of ITRON, the Company had adopted a 20-year rolling average as the basis for determining normal temperatures. This better captures the trend of increasing temperatures observed in both summer and winter.
Q.
Please describe the update to system line losses.
A.
The Company has updated system line losses to reflect actual losses for the 5-years ending December 31, 2007. The Company previously used the results of the most recent system line loss study which was based on calendar year 2001 data. The Company had observed that actual losses were higher than those from the previous line loss study. Upon investigation and discussions with the consultant who prepared the previous line loss study, it was determined that the previous study only reflected losses associated with retail load. Because there is also system losses associated with wholesale sales, the prior loss value was understated. The use of actual losses is a reasonable basis for capturing total system losses and has been incorporated in this forecast.
Q.
Why did the Company develop a peak model to forecast monthly peaks?

A.
As an improvement to the forecasting process, the Company developed a model which relates peak loads to the weather that generated the peaks.  This model allows the Company to better predict monthly and seasonal peaks.  The peak model is discussed in greater detail in the hourly forecasting section
Q.
Have Utah parties previously been provided information on the new forecasting methodology?

A.
Yes. The new methodology was discussed at the Integrated Resource Planning (“IRP”) public input meeting held on June 26, 2008, at which the Company and the consultant from ITRON were present.
 Monthly Sales by Customer Class
Q.
How are monthly sales forecasts developed by Customer Class?
A.
As discussed below, monthly sales forecasts are developed as a product of two separate forecasts: the number of customers, and the sales per customer.  This methodology is used for all customers except for industrial customers.  The monthly industrial sales forecast is discussed below.
Customer Forecasts


Q.
How are the forecasts for customer numbers developed?

A.
The customer forecasts are generally based on a combination of regression analysis and exponential smoothing techniques using historical data from 1997 to 2007. For the residential class, the customer forecasts are developed using a regression model with Global Insight’s forecast of Utah number of households as the major driver. For the commercial class, forecasts rely on a regression model with the forecasted residential customer numbers being used as the major driver. For other classes (irrigation, street lighting, and public authority), customer forecasts are developed based on exponential smoothing models.
Sales Per Customer Forecasts
Q.
How is average use per customer for these classes forecasted?

A.
Sales per customer for the residential class are modeled through a Statistically Adjusted End-use (“SAE”) model, which combines the end-use modeling concepts with traditional regression analysis techniques. Major drivers of the SAE-based residential model are weather-related variables, end-use information such as equipment shares, saturation levels and efficiency trends, and economic drivers such as household size, income and energy price. 


For the commercial class, sales per customer are forecasted using regression analysis techniques with non-manufacturing employment being used as the major economic driver in addition to weather related variables. 


For other classes, sales per customer are forecasted through regression analysis techniques using time trend variables. 
Industrial Forecast
Q. How does the Company forecast sales for the industrial customer class?

A.
The industrial customers are separated into three categories: i) existing  customers that are tracked by the Customer Account Managers (“CAMs”), ii) new large customers or expansions by existing large customers, iii) industrial customers that are not tracked by the CAMs.  Customers are tracked by the CAMs if (1) they have a peak load of 5 megawatts or more or if (2) they have a peak load of 1 megawatt or more and have a history of large variations in their monthly usage.  


The forecast for the first two categories is developed through the data gathered by the CAM assigned to each customer.  The account managers have ongoing direct contact with large customers and are in the best position to know about the customer’s plans for changes in business processes, which might impact their energy consumption.  


The portion of the industrial forecast related to new large customers and expansion by existing large customers is developed based on direct input of the customers, forecasted load factors, and the probability of the project occurrence. 
Smaller industrial customers are more homogeneous and are modeled using regression analysis with trend and economic variables.  Manufacturing employment was employed as the major economic driver. 


The total industrial sales forecast is developed by aggregating the forecast for the three industrial customer categories.
Q.
How does the Company determine the projected sales for new large industrial customers?
A.
Projected sales associated with new customers or expansions of existing large customers are categorized into three groups. 


Tier 1 customers are those with a signed master electric service agreement (“MESA”) or engineering material and procurement agreement (“EMPA”). When a customer signs a MESA or EMPA, this contractually commits the Company to provide services under the terms of agreement. 


Tier 2 includes customers with a signed engineering services agreement (ESA). This means that customer paid the Company to perform a study that determines what improvements the Company will need to make to serve the requested amount.


Tier 3, consists of customers who made inquiries but have not signed a formal agreement. Projected sales from customers in each of these tiers are assigned probabilities depending on project specific information received from the customer.
Q.
Why are industrial sales forecasted by a different methodology than the other customer classes?

A.
These classes are forecasted differently because of the diverse makeup of the customers within the class.  In the industrial class, there is no “typical” customer. Large customers have very diverse usage patterns and power requirements.  It is not unusual for the entire class to be strongly influenced by the behavior of one customer or a small group of customers. 



In contrast, customer classes that are made up of mostly smaller, homogeneous customers are best forecasted as a use per customer multiplied by number of customers. Those customer classes are generally composed of many smaller customers that have similar behaviors and usage patterns.  No small group of customers, or single customer, influences the movement of the entire class.  This difference requires the different processes for sales forecasting. 

 Hourly Load Forecast

Q. Please outline how the hourly load forecast is developed.
A. After the forecasts of monthly energy sales by customer class are developed, a forecast of  hourly loads is developed in two steps:


First, monthly and seasonal peak forecasts for each state are developed.  The monthly peak model uses historic peak producing weather for each state, and incorporates the impact of weather on peak loads through several weather variables. These weather variables include the average temperature on the peak day and lagged average temperatures.  The peak forecast is based on average monthly peak producing weather.


Second, hourly load forecasts for each state are obtained from hourly load models using state specific hourly load data and daily weather variables.  Hourly loads are developed using a model which incorporates the 20-year average temperatures, the actual weather pattern for a year, and day type variables such as weekends and holidays.  The hourly loads are adjusted for line losses and calibrated to monthly and seasonal peaks.
Q. How are monthly system coincident peaks derived?

A. After the hourly load forecasts for each state are developed, hourly loads are aggregated to the total company system level. System coincident peaks can then be identified as well as the contribution of each jurisdiction to those monthly system peaks.
Forecasts by Rate Schedule
Q.
Are there any additional forecasts that you created for this proceeding?

A. Yes.  To develop forecasted billing determinants, Mr. William R. Griffith requires two additional forecasts that are based on the kWh sales forecast and the number of customers forecast.  Once the kWh sales forecast is complete, it must be applied to individual rate schedules to forecast kWh sales by rate schedule.  In addition, the forecast of number of customers must be expressed in number of bills.

Q.
How are rate schedule level forecasts produced for the Company’s Utah service territory?

A.
This forecast was carried out in several steps.  First, the ratio of sales by rate schedule to sales by customer class is calculated.  Second, using regression analysis, with a time trend driver, the ratio is projected for the test period.  Third, the ratio is multiplied by the customer class sales to produce the sales by rate schedule.  The sum of the sales by rate schedules is then calibrated, if necessary, so that it equals the customer class sales.
Q.
How is the number of bills for each schedule forecasted?
A.
Similar to the forecast of the rate schedule sales forecast, the rate schedule bill forecast is carried out in several steps. First, the ratio of bills to sales is calculated for each customer class.  Second, this ratio is forecasted for the test period based on the regression results.  This produces a bill forecast by customer class.  Third, the ratio of bills by rate schedule to bills by customer class is calculated.  Fourth, using regression analysis, with a time trend driver, the ratio is projected for the test period.  Last, the ratio is multiplied by the customer class bills to produce the bills by rate schedule. 
Q.
Does this conclude your supplemental testimony?

A.
Yes.
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